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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON D C 20548

CIVIL DIVISION

July 6, 1970
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The Genevsl Accounbing Office has veviewsd Medicare cosb
reduibirgenontes o hospitals by Growp Hompata) Sexvies, Incorporabed,
Syracust; New York, sul Associated Hospital Service, Tmvorporabed,
Yomgeboun, Oilo, nobing in their capacily ae intermedixemes wder
Pbeonbiactd with the Blue Croge Associntion In gceuxdance waih
the provisions of title XVIZIT of the 8 <lal Beourity Act and thelr
stbeontracte with the Blue Ciose Asgoclabion, these inbermedieries
are to deteruipe the vessopablencss of the cosbs of hospital
serviies Turnished to Medicare pabionts

During our roview, ve spamined the proceduiws and proctiocss
followed by both ipbepmediacion in makin, ol eost sebblomerta
with hompitalde, avdl ve commined the cost pepords of selected huspitals
whlch had been wodited by public scoouniing tirxms whose services wers
subeosbracbed for by the internscisries

e reviowed setilements made by Croup Bosplisl Bervicp, Ineorporated,
with the Crovwse-Ivving Hospital, Syracuse, NHew York, syl the Tiows General
Hosputal, Waverly, New Yok The relvbuwrsements covered by our »eview nb
theése two hosplials were for toe Gemopth pericd ending Dectwber 3L, 1066,
ond soowbed to BH78,700 avd $13%,800, vespectively  No significsnt
deficdenotes yerw noted witn vespeet do the sebtilemewby wade wiith
theus nospitels

e purpope of Hhis fepovt Is %o bring bo your abbeniion cerbaln
exoeisive coste which wers alliowed by the Ass-cimbed Hogplind Servics,
Incogporated, in weking sebllements wilth the 8% Blizabeth Hoapital,
Tounowboun, thio, and the Salen Uity Bospubal, Salem, Onio  On the
basis of i exsmbwbion of perdiuent mammi reeords spd the sudit
woikpapers of e Apsoclated Hosplisl Borvice, Incorpovated, and 1%s
it sboontoaselor, we believe that excepsive eosts totaling §12,7%00
were chavged b e Nedicare progvom

3
Re grs bringing ovr findlings to your stbention so Hhat congidergbion
can be glven Yo adyusting the réewnburgements to the hogpltals and o
meking chenges in reivbnsement instrucdbiong o the Inbemmediarves,
paridoniarly stk resrd to the method of payment For sevvices of
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supplies and drugs sold were to be considered ag ancillery services and
the Medicare share of the copts of these items was to be debermined op
the basis of the perceptage of Medicare program charges to tolal charges
for ancillavy services.

The falem City Hospital incliuded medical supply and drup charges iIn
it8 computation of Medicave's share of sneillary expenses. However,
instead of ineluding the cogbs of mefical supplies and drugs in sncillawy
aervices, the hospilal included these gosbs in roublne inpatient services
Tron which Medicare's share of cogts was determined on the bagie of the
percentage of Medicare patient days to totsl hosplital patient days.
Because the percentage of Medicare patient days to totsl hospitel patient
duys wae greater than the percentugs of Nedicsre cherpes to bobtal charges
for ancillary services, this deviation from the prescyibed gost vepord
Pormat provided the hospital with additiopal reinmbursement amcwnbting to

@32&91

Aftey we brought thils mabter to the abbention of the hospital, the
inbermediary, and the intermediary’s audibors, the correct method was
gubsegquenbly used to compute Medicare's share of medical supplies mnd
drug copbs for the next two cost yeporbing pericds ending December 31,
1967, and December 31, 1068, If such corvective action had not been
taken, Medicare'®s shars of hospital combs would have been overgtated
$16,100 for the pericd ending December 31, 1967, and $10,700 for the
period ending December 31, 1968.
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physiciens' geiaries ST DEMCURED

At the Bslem City Hompital, 10 unlicenped Poreign doctors seyved
as house physiclans gt variows times duping the last 6 monthe of 1966.
We were informed by the intermediary that these doctors employed by the
hospital did not have licenses to prectice medicime and fell inbo one
of two categories: (1) they were in B resident training program at
scme othew hospital in the ares, or (2) they had completed their reale
denoy and were walblng to take thelr Btate bosrd emaminsblions for
llcensure to practice. Hospital officisls informed us that most of
these physicians® duties weve performed in the emergency room (oubpa=
tient service) under the direction of a licensed physician. Their job
deseriptions aigo called for them to respopd to emergency situations
which arose within the hospiial.

In order for these dockors to perform the funchbions assigned to
then, they must be gradustes of recognized foreign schools of nedioine
apd musd pase an Bducatioml Council for Forelgn Medical Graduabes
exmmination ‘'This coupcil 1s sponsored by the Associstion of Medical
Colleges, the American Medical Associgbion, and the Federation of
Sabe Medical Boards of the United HStates.

Our exsmination disclosed that the hospital included $19,400 in
salaries for these doctors in the nursing services cosb cenber which
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unlicensed foreign physicians A summsry of the incorrect cost allocations
to the Mediomre program is presented in the following table

Estimated overallosation
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[ ONCURTRT AVAR ABLE 0 the Medioare
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Salem City
Hospital

Nedical suppilies and dvug costs
Incorrectly apportioned to
the Medlcare program $ 9,500

Reimbursement of unlicensed
Torelgn phyeilcian salaries:

Salaries incovrechly allocated
betgeen inpstlent and oubtpge-
tient sexvices 2,350

falaries recovered as routine
expense &bt 100 percent
insbend of in the mapner
presorived for residents
and igberns not under an
approvad teaching progran
at B0 pereent 250

Allowehle emergency yoom €xpenses
apportioned Bo non-allowable
pursery expenses {3h0)

Brreors in determingtion of tobal
allowsble costs:
Oversllocitions 1,440
Undevallocations {1,200)

$h,200

2,350

g30
(340)

880
(1,200)

POSYRm
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$5,300

560
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SALEM CITY HOSPIPAL

The hospital submitted & cost report for the G-month pericd ending

é

December 3., 1966, which showed thet rveimburssble costs for that pertod,
less deductibles and colnsurance payable by the Medicare beneficiaries,
amounted to $220,600. The cost report was awdited by Lybrand, Ross
Byrothers, and Montgomery, a public sceoupting firm wnder combract with

the Associated Hosplial Service, Incorpovated.

Nedical myplise
and drug fémﬁs

Our examlgation showed that the Bslem City Hoepitel deviated from

the format preseribed fur the preparation of cost report forms.

Medical

N -
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wat bolally chevged o roubine inpatisnt services. As s resuls, Medieave's
share of hospital cosbts was overstated by $2,900 because (L) the hospital
did aot proveate these physiclans? salaries bebwsen inpatient and cutpatient
services and {(2) the physicisns® salaries were recovered ms voubine hospital
expenses instead of belng recovered in the mamer prescribed for residents
and interns nobt uwnder approved tesching prograus.

Ingorvect pllocations bebieen
inpatient and cuLpablent pervices

Aceording to en enalyeis mde by the hospilal conbroller, these foreign '
physicians spent 51.8 percent of their $ime in emergency room oubpatient
acbivities. Accordingly, 51.8 percent, ur £10,000, of the $19,400 in
Sadavies ghould have been charged o oubpatient services instend of inpae
tient seyvices. If thie bad been dome, Medicave's share of these costs
would hgve been reduced by $2,350 because the Medicare program's share of
the costs of cutpatient services was unly 5.8 percent, whevess the program’s
ghore of inpatient coste was 29.2 percent.

correch charees Lo part 4 ST DR T |

The hospital included the salaries of the Toreign docbors g8 routine
inpgtient cosbs under the pavt 4 progrem, rather than as residends and
Interns not wnder an approved training program under the part B medfcal
insurance progran. Hospital officlals informed us that this was done
becanse they did not consider these doctors to be vegular physiclans
pince mogt of thelr dubles were performsd under the divection of a
Licenged thysician.

The hospital’s posiblon appeaved 4o be conbrary o an Oobober ik,
1966, opinion issued by the Department of Heslth, Bducation, and Welfsre
(HEW) Office of the Qeneral Cowngel with regard to o similar case in
Wew Jersey. This opinion stated that forelgn physicians, whether or nob
officlelly designated as interns or yesidents, can, for the purposes of
title XVIII, be properly classified as residents and interns when they
il; are graduste medicsl students who bmve not been licensed as physlcions
2) perform services which can, for the purposes of title XVIII, be equabed
with interns' and residents' services; and (3) serve wder mupervision of
hospital staflf physiclans and perform services which would vthersice be
performed by interns and vesidents. The opinion stebed further that, if
these individunls sre not serving under “approved programs,” then reime
bursenent Lo the hospital would be uvnder yart B on an J0«percent cost
veinburgement basis.

If these physicians? milavies had been refwbursed to the hospital
woder part B on an S0-pevcent cost relwbursement basis, the Mediears
shitve of these costs would have beén further reduced by $550.

© o Qur examingblion revesled that no upiform pclicy with regard to
hospital reirbursement for foreipn physleians® costs wag being Followed
by the Blue Cross Assoclsbion snd 1%s local intermediary subconbractors.
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In this conpecbion, we noted that, in & lebber dated April 7, 1969, %o
Blue Cross of Central Chio, the Blue Crogs Assoclabion took o posibion
o Medicare reimbursement to hospltals for services of foreign physicians
which appeared tu be combrary to that of the HEW Office of the General
Counpel. This letter stated thet the services of foreign doctors who
were wnlicensed, uneble to disgnose, and ungble o bill for thelr own
gervices were essentially the game as nurses or techniciane and that

the costes for these services should be classified ss part 4 eypénse.

The divector of hospital and Medicare svdits for Blue Cross of
Horthenst Chio informed us that he considered salavies pald o unlicensed
foreign physiclans, vho have passed the BEducationsl Council for Forelmn
Hedical Gradugbes exemination, o be reigbursable uvnder part B For
those foreign physlcianse who have nut passed the examinabion, he sald
he would have o determine thelr exact duties; and, 1 they were working
in the capacity of & docltor, he would classify %:hair salavies glao a8

part B expense.

e director of hogpitals and provider relations of the' Agsmmﬁm
Hospital Service, Incorporsted, aifter reviewlng the facts surrovnding
the use of Porelugn physicinns 4% the Salewm City Hosplital, spreed that
Hedicare relmburesesent Ffor the services should have been made under
part B.

Because there apz;eara +0 b ho wniform interprétation &% to the
methoda to be used in reilwbursing a provider for the services of
unlicenped foreign vhysicians, we believe that other hospitals wmay
mlso have been reimbursed for similar costs st 100 percent wnder part A
ingtead of &0 percent under part B. Accordingly, we believe that the
Seedal Seowrity Administration should advise the Blue Crogs Assoclation
gnd other intermediaries of HEW's position with regerd To the method of
redubursenent Ho be wsed for services of wnlicensed forelgn vhysleians
employed by hospitals.

Emergéncy room expenses

Puring our review at the Salem City Hospital, we found that the
expenses for emergency room supplies mmounting to $%,700 were chevged
to the nursery This misclsssification resvlted in the hosplial's
botal allowmble coste bedng wderstated by the same amotnt beecmuse
the nurseyy expenses were not ipeluded In allowable costs, vhereas
the emePgéncy roum expenses were gllowable wnder parts A and B of
the Medicare program. The misailocgtion of these emerpency room
copbs remilied in an undersbatemsnt of relmburesble Medicare coghe
sotaling $340,

gmﬁ iy treatment of
income and expensed

At the Balem ity Hoppital, we found several instances where the
incorrect treptment of income and expenses resulbed in overstatements of
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allowable hospliel cosbs. We found that the hospital (1) included the
cogbs of local telephone service for patients, a nonmedical expense, din
allovable cogbs; (2) 4id not prurate equipment rental and interest
expense to the appropriste accounbing pericds; {(3) 4id not use domatiovps
designated for opergting the sbudent puvrsing hove to reduce operating
coste; (&) included in allowsble cogts identifiable nonmedical~service
income gnd expenses penerabed by endowment property; aml (5) treated o
portion of the salary paid to a pathologist for professiomal services
bo patlepbs a8 an allowmble pard A cost.

The ineorrect treatment of these imeome snd expense ibems vesulted
in overstabed cogbs totaling $3,800 which resulbed in an excesgive
Medicare velubursement amounbing to $880.

We glso found that total costs vere understated by $4,400 as a
result of (1) the allocation of pursing school fuition srd room income
to an insppropriate sceownbing period apd (2) an excessive reduction of
eopbe ablributable to the dietary depavinent. The wderstatement of
total coste vesulted in an undevpuyment to the hospital of $1,200.

The net effect of the hospital's incorrect tregtment of income and
expenses vaa an wderpayment to the hospital of $320.

0. ELIZAERTH HOSPITAL

e hospitel submitted a eost report for the G.month pericd ending
December 31, 1966, vhich showed that reivbursable costs for that pepiod,
Jeus deductibles and colnsupance payable by the Medicare bepeficiavies,
amombed to $854,500. The coxt veport was audited by Lybrand, Ross
Brothers, and Montgomery, 8 publie accounting firm under conbract with
the Adpoviated Hosplial Service, Incorporated.

fur examinstion showed thot the 8. Tlizebeth Hospital deviated from
the format preseribed for the preparvation of cost report forme. MNedical
supplies and drugs sold were to be copsldered as sncillary services, and
the Medicare chaye of the costs of these items was to be determined om
the basis of 3 percentage of Médicare program cherges to vobal charges
For gneillary services. Instend of including the coste of medical supw
plies and dyugs in ancillsry services, the hospitel ineluded these costs
in roubine inpabiont seyvices from which Medicare's share of cosbs was
fehernined on the basis of the percentage of Medicare patienl days to
total hoppital patient days. Becpuse the percentage of Medicare patient
days to totel hospital pabient daye was greater than the percentage of
Medioave charges to totel charvges for ancillsyy sewrices, this deviation
Prom the prescribad cost report format provided dhe hospltel with addi.
blonsl veimbursement snowmbing to $5,%00.

After we brought this matter to the attention of the hosplial, the
imbernediary, and the interpediary®s avditors, the correet methol was



subsequently used to compube Medicare's shave of medical supplies and drug
cogts For the next two cost reporting periods ending Decewber 31, 1967, and
Pecember 31, 1968. If such corrective action hed nob been taken, Medlcare's
share of hospital costs would have been understated $9,200 for the perisd
énding Decenbey 31, 1967, snd overgtoted $6,000 for the perdiod exding
Decenber 31, 1968.

Brrove in trestument of
Income 6ol expenses

At 8%, Tlizabeth Hospitel, we found three instences vhers ponpatiente
care income was nob ofPeet againgt hospital costs. We found that income
reewived from U 8. Treasury Bills was uwderstated becauvse 1t was recorded
when the bills were purchased and not sllocated 4o {the period in which 1b
was eavned. This omission regulbed in an overstatement of dotal allowable
cogbe of $100.

We also found that the hospital feiled to »écord I mopth's rept
veceived for space leased to the independent operator of the X-voy departs
ment. This resulted in the total alloweble cosbs being overstabed by
$1,700. In the thizd ipstence, the hospitel failed to yeduce its allowss
ble costs by 900 for bawk interest earned on tuition income. This
resulted in an oversigtement of allowmble costs by the amowmt of the
intevest. Hud these nonpatlent-care Incose amounts been properly offset
sgepinet hospital costs, veinmbursable Medicawe costs for the hospital
would have been reduced by $560.
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Gopies of this veport may be made availlable to the Blue Oross
Assooiation for fts informetion and vee. Your cuments on the matiers
discussed in this veport and advice as bo any acbion taken in connection
with these matbers vould b sppreciabed.

Bincerely yours,
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Jogeph P. Rother, Jr.
Assistant Director

Mr. Roberd M. Ball

Commiggioney of Social Becurllby

Department of Bealth, Fducation,
and Welfare
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